
COMMONWEALTH OF KENTUCKY 

I n  t h e  

BEFORE THE PUBLIC SERVICE COMMISSION 
* * 

Matter of: 

THE APPLICATION OF THE MUHLENBERG ) 

DISTRICT ORGANIZED PURSUANT TO 
CHAPTER 74 OF THE KENTUCKY R E V I S E D  ) 
STATUTES FOR A GENERAL ADJUSTMENT ) 
OF RATES A N D  R E V I S I O N  OF RATES 1 

COUNTY WATER DISTRICT, A WATER 1 
CASE NO. 9 2 6 2  

O R D E R  

On J a n u a r y  26, 1 9 8 4 ,  Muhlenbe rg  Coun ty  Water D i s t r i c t  

( "Muhlenbe rg" )  f i l e d  an a p p l i c a t i o n  w i t h  t h e  P u b l i c  Service 

Commission ("Commission") seeking a p p r o v a l  of a purchased w a t e r  

a d j u s t m e n t  c lause a n d  a u t h o r i t y  to  a d j u s t  i ts rates i n  accordance 

w i t h  t h a t  clause (Case No. 6948-1, P u r c h a s e d  Water Adjustment of 

Muhlsnberg County Water D i s t r i c t ) .  The a p p l i c a t i o n  was f i l e d  as a 

r e s u l t  of increases i n  t h e  w h o l e s a l e  water rate of M u h l s n b e r g ' s  

s u p p l i e r ,  C e n t r a l  C i t y  M u n i c i p a l  Water and Sewer System ( " C e n t r a l  

C i t y " ) ,  which  Muhlenberg  r e q u e s t e d  to  pass o n  to  its customere. 

S u b s e q u e n t l y ,  on March 2 8 ,  1 9 8 4 ,  prior to  a d e t e r m i n a t i o n  

i n  Case No. 6948-1, Muhlenborg filed an application with the 

Commission s e e k i n g  a g e n e r a l  r a te  a d j u s t m e n t  and approval of d 

d e m o n s t r a t i o n  project to correct e x c e s s i v e  water  loss problems. 

Due to numerou~ complexitiee I n  Muhlenbsrg's operations, 

the Commiasion e n t e r e d  a n  Order i n  Case No. 6948-1 on April 27 ,  

1984, approving  t h e  p u r c h a s e d  water adjustment clause, denying the 
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rate adjustment r e q u e s t e d  t h e r e i n  and consol ida t ing  t h a t  case w i t h  

Case No. 9019. 

On September 4 ,  1984, Wuhlenberg  f i l e d  its a n n u a l  f i n a n c i a l  

report w i t h  t h e  Commission for calendar year 1983. On September 

7 ,  1 9 8 4 r  Muhlenbe rg  f i l e d  a motion wherein f t  s ta ted its belief 

t h a t  a l l  n e c e s s a r y  i n f o r m a t i o n  had been filed and t h e r e i n  

r e q u e s t e d  t h a t  t h i s  mat ter  be se t  for hea r ing  as soon as possible .  

On September 26,  1984, t h e  Commission entered a f u r t h e r  

Orde r  a d o p t i n g  c a l e n d a r  y e a r  1983 as t h e  tes t  year a n d  f i n d i n g  

t h a t  M u h l e n b e r g ' s  r e q u e s t e d  p u r c h a s e d  water a d j u s t m e n t  should be 

t r e a t e d  as a request for an i n t e r i m  i n c r e a s e  for which a public 

h e a r i n g  is n o t  n e c e s s a r y .  

On October 26, 1984, t h e  Commission issued an I n t e r i m  Order 

g r a n t i n g  a revenue increase, $ . 4 8  per 1,000 g a l l o n s  or a p p r o x i -  

mately $133,425 a n n u a l l y ,  s u b j e c t  to r e f u n d ,  i n  t h e  fo rm of a 

p u r c h a s e d  water adjustment. On December 14, 1984, Muhlenbe rg  

completed its a p p l i c a t i o n  by f i l i n g  i ts  r a t e  s t u d y  w h i c h  r e q u e s t e d  

a n  a n n u a l  i n c r e a s e  i n  r e v e n u e s  of $ 3 0 2 , 4 9 9 ,  or an i n c r e a s e  of 46  

p e r c e n t  above r e p o r t e d  t e s t - p e r i o d  r e v e n u e s .  

By Order issued J a n u a r y  28,  1985,  t h e  Commission dismissed 

w i t h o u t  p r e j u d i c e  M u h l e n b e r g ' s  rate i n c r e a s e  a p p l i c a t i o n  in C a s e  

No. 9019 d u e  t o  t h e  e x p i r a t i o n  of the 10-month per iod.  T h e r e i n ,  

the Commission s t a t e d  t h a t  i t  would reconsider M u h l e n b e r g ' s  r a te  

r e q u e s t  i n  a now docke t  a n d  I n c o r p o r a t e  all material from Case No. 

9019 into t h i s  new d o c k e t .  The Commission also f o u n d  that the 

i n t e r i m  rates approved for Muhlenberg County o n  October  268 1 9 8 4 *  

are  f s f r ,  jus t  and r e a e o n a b l e  and Muhlenberg s h o u l d  be allowed t o  
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charge those rates from January 28, 1985, until a final Order ie 

issued in this case. 

On June 118 1985, a hearing was conducted, in which no 

intervenors participated, o n  the issues of Mi!hlenbergvs general 

rate increase and request for inclusion in the Commission's Water 

LOSS Demonstration Project. On June 258 1985, with the filing of 

information requested at the hearing, the record in this case wan 

complete. 

This Order addresses the Commission's findings and 

determinations with regard to its investigation of Huhlenberg's 

revenue requirements and request  for inclusion in the Commission's 

Water Loss Demonstration Project. This Order affirms the interim 

revenues granted of $1338425 annually, and establishes rates and 

charges which will produce approximately $91,747 in additional 

annual revenue, or $225,172 in total additional revenues, which is 

approximately a 34 percent increase in operating revenues. 

CCHMENTA RY 

Muhlenberg is a non-profit water district which serves 

approximately 3 8500 residences in the southern two-thirds o f  

Muhlenberg County. 

TEST PERIOD 

The Commission has adopted the 12-month period ending 

December 318 1983, as the test period for determining the 

reasonableness of the proposed rates. In utilizing the historical 

test period, the Commission has g i v e n  full consideraton to known 

and moaeurable changes found reasonable. 
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REVENUES AND EXPENSES 

Muhlenberg  proposed s e v e r a l  a d j u s t m e n t s  to  r e v e n u e s  a n d  

e x p e n s e s  i n  i ts  a p p l i c a t i o n .  The Commission is of the o p i n i o n  

t h a t  t h e  proposed a d j u s t m e n t s  are p r o p e r  a n d  acceptable for 

r a t e - m a k i n g  purposes  w i t h  t h e  f o l l o w i n g  m o d i f i c a t i o n s :  

Normalized Rovenue 

On October 26, 1984 ,  t h e  Commission i s s u e d  a n  I n t e r i m  Order 

g r a n t f n g  Muhlenberg  a n  i n c r e a s e  of $0.48 per 1 , 0 0 0  g a l l o n s  o r  

a p p r o x i m a t e l y  $133 ,425  a n n u a l l y .  T h e r e f o r e ,  H u h l e n b e r g ' s  tes t  

y e a r  r e v e n u e  i n  t h e  amount of $661,474 s h o u l d  be a d j u s t e d  to  

i n c l u d e  t h e  i n t e r i m  increase of $ 1 3 3 , 4 2 5 .  T h i s  resul ts  i n  

n o r m a l i z e d  t e s t  y e a r  r e v e n u e  i n  the amount  of $ 7 9 4 , 8 9 9 .  

P u r c h a s e d  Water 

Muhlenberg  r e p o r t e d  $243 ,034  i n  test-period p u r c h a s e d  Water 

e x p e n s e .  Muhlenberg  proposed a n  a d j u s t m e n t  of $129 ,961  a n n u a l l y  

to increase p u r c h a s e d  water e x p e n s e  based upon c u r r e n t  s u p p l i e r  

rates, f u l l  r e c o v e r y  of u n a c c o u n t e d - f o r  water of 25.1 percent ,  a n d  

t h e  e s t i m a t e d  usage of 293 a d d i t i o n a l  c u s t o m e r s  c o n n e c t e d  to t h e  

s y s t e m  a s  of November 30, 1984. 1 

The Commission is ot t h e  o p i n i o n  t h a t  the i n c l u s i o n  of t h e  

u s a g e  of t h e  a d d i t i o n a l  293 c u s t o m e r s  is too far beyond the tes t  

period to provide meaningful estimates of cost  a n d  r e v e n u e  e f f e c t s  

and  doea n o t  meet known and  measurable criteria. The Commisaion 

is also of t h e  o p i n i o n  t h a t  Muhlenbe rg  is only e n t i t l e d  to a 

' E x h i b i t  No. 15 of A p p l i c a t i o n  dated December 1 4 ,  1984.  
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maximum 15 percent unaccounted-for  water for r a t e - m a k i n g  purposes. 

Based o n  a maximum u n a c c o u n t e d - f o r  w a t e r  of 1 5  percent, a c t u a l  

test-period g a l l o n a g e  s o l d  of 291,987.3 t h o u s a n d  ga l lons ,  and t h e  

c u r r e n t  s u p p l i e r  rate of 89.1 cents per t h o u s a n d  g a l l o n s ,  t h e  

Commission has d e t e r m i n e d  p u r c h a s e d  water e x p e n s e  to  be $306,071 

a n n u a l l y .  Therefore, t h e  Commission has i n c r e a s e d  test-period 

p u r c h a s e d  w a t e r  e x p e n s e  by $63,037 a n n u a l l y .  

naintenance of Wains 

Muhlenberg  reported $26,166 i n  t e s t - p e r i o d  M a i n t e n a n c e  of 

Mains expense and had proposed an a d j u s t m e n t  of $19,000 a n n u a l l y  

for e x p e n s e s  a s s o c i a t e d  w i t h  its p l a n  to  b e  i n c l u d e d  in the 

Commiss ion ' s  Water Loss D e m o n s t r a t i o n  P r o j e c t .  The Water Loss 

Demonstration Project and r e l a t e d  a d j u s t m e n t s  w i l l  be d i s c u s s e d  

elsewhere i n  t h i s  O r d e r .  

A breakdown of t e s t - p e r i o d  r e p o r t e d  Maintenance of Wains 

Expense s h o w e d  t h a t  $10 ,936  had been  s p e n t  to o v e r h a u l  c e r t a i n  

pumping stations, and $3,292 ( i n v o i c e s  of $ 2 0 0 ,  $2,111 a n d  $981)  

had been expended for materials to i n s t a l l  new w a t e r  l i n e s . 3  When 

a s k e d  t o  p r o v i d e  s u p p o r t i n g  Invoice8 and to  p r o v i d e  reasoning why 

t h e s e  e x p e n d i t u r e s  s h o u l d  n o t  be capitalized for r a t e - m a k i n g  

p u r p o s e s ,  Muhlenberg  s t a t e d  t h a t  the e x p e n d i t u r e  of $3 ,292  for new 

w a t e r  lines s h o u l d  be capi ta l ized ; '  however ,  Muhlenberg  s t a t e d  

E x h i b i t  No. 1 3  of A p p l i c a t i o n  dated December 1 4 ,  1985. 

Responee to Item No. 40 of Commiss ion ' s  F i r s t  Data R e q u e s t .  

Re6pOnSe to Item NO. 3 of ~ommission'e Second Data Requeet .  
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t h a t  t h e  e x p e n d i t u r e  of $10,936 on  c e r t a i n  pumping s t a t i o n s  was 

i n d e e d  f o r  repairs.  When Char l e s  R. Lewis,  t h e  C.P.A. for 

Muhlenberg ,  was asked w h e t h e r  h e  a g r e e d  that the p a r t i c u l a r  

repairs as described o n  t h e  s u p p o r t i n g  i n v o i c e  would e x t e n d  t h e  

u s e f u l  l i f e  of t h e  pumping s t a t i o n s ,  he  s ta ted  t h e y  would.  6 

The Commiss ion  concur8 with Mr. Lewia t h a t  t h e  $10,936 

e x p e n d i t u r e  p r o l o n g s  t h e  u s e f u l  l i f e  of t h e  pumping e q u i p m e n t  and  

h a s  r e d u c e d  H a i n t e n a n c e  o f  Mains  by $10 ,936  for the e x t r a o r d i n a r y  

repair. The Commission also agrees that t h e  e x p e n d i t u r e  of $3,292 

for new water l i n e s  s h o u l d  be c a p i t a l i z e d  and  ha6 r e d u c e d  

Main tenance  of Mains by $3,292. T h e s e  i t e m s  have b e e n  capitalized 

and a n  appropriate d e p r e c i a t i o n  expense is r e c o g n i z e d  elsewhere i n  

t h i s  O r d e r .  

Office S u p p l i e s  a n d  O t h e r  E x p e n s e s  

Muhlenberg  reported $ 1 1 , 4 5 0  i n  test-period O f f i c e  S u p p l i e s  

and O t h e r  Expenses .  Wuhlenberg proposed no a d j u s t m e n t  to  this 

e x p e n s e  i t e m .  

A breakdown of test-period O f f i c e  S u p p l i e s  and  O t h e r  

Expenses  r e v e a l e d  t h a t  $209 was s p e n t  for a calculator,  $210 was 

s p e n t  for a file c a b i n e t ,  and $718 was expended for a lateral 

f i l e . '  The Commission is of the opinion t h a t  expenditures of this 

nature  bsnsfft mora t h a n  one accounting period and has reduced 

teet-period O f f i c e  Supplies and O t h e r  Expenses  by $1,137. The 

Response to I t e m  No. 2 of Commies ion ' s  Second Data R e q u e s t .  

T r a n s c r i p t  of Evidence (wT.E.w)r p. 232, dated June 11, 1985. 

Response to  I t e m  No. 4 ,  Commiss ion ' s  Second  Data R e q u e s t .  
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Commission h a s  c a p i t a l i z e d  these i t e m s  a n d  has  r e c o g n i z e d  a n  

appropriate amount  of d e p r e c i a t i o n  e x p e n s e  e l s e w h e r e  i n  this 

O r d e r .  

Property I n s u r a n c e  Expense  

H u h l e n b e r g  reported test-period P r o p e r t y  I n s u r a n c e  Expense  

i n  t h e  amount  of $ 8 , 0 2 1  a n n u a l l y .  Muhlenberg  proposed n o  

a d j u s t m e n t  to  t h i s  e x p e n s e .  

A breakdown of test-period P r o p e r t y  I n s u r a n c e  Expense  

showed t h a t  two premiums, Royal Globe I n s u r a n c e  premiums of $150 

and $815,  w e r e  expended  for i n s u r a n c e  c o v e r a g e  i n  e f f e c t  prior t o  

the test-period. S i n c e  t h e s e  e x p e n d i t u r e s  were retroactive and 

did not benefit the period in which the rates will be e f f e c t i v e ,  

t h e  C o m m i s s i o n  h a s  r e d u c e d  t e s t - p e r i o d  P r o p e r t y  I n s u r a n c e  Expense  

by $965 a n n u a l l y  for ra te-making p u r p o s e s .  

Waqes and Salar ies  

Muhlenberg  r e p o r t e d  $133,357 i n  t e s t - p e r i o d  Wages and 

Salar ies  e x p e n s e s .  Muhlenberg  proposed a n  adjustment of $ 4 1 , 1 0 6  

a n n u a l l y  based upon t h e  1984 s a l a r y  l eve l s  and  an a d d i t i o n a l  

$10,000 to  a n n u a l i z e  t h e  s a l a r y  of M u h l e n b e r g ' s  new g e n e r a l  

manager who began  employment  I n  J u l y ,  1984.  * I n c l u d e d  I n  the 

reported te8t-period wages and s a l a r i e s  was $20,434 i n  pa r t - t ime  

wages . 9 

T h e  b e g i n n i n g  of the test-period weekly wages of $2,149 was 

comprised of: o n e  s u p e r i n t e n d e n t  a t  $314 week ly ;  o n e  a s s i s t a n t  

-~ ~~. ~ ~ ~ 

R e v i s e d  E x h i b i t s  No. 1 4  and  No. 15, dated J u n e  24,  1985. 

Item No. 2 of Data f i l e d  Juno 2 4 ,  1985.  
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superintendent a t  $5.09 per h o u r ;  t w o  meter readers at $5.09 per  

h o u r :  t h r e e  laborers at a n  average $4 .92  per  hour !  o n e  
10 b o o k k e e p e r  a t  $5.50 per h o u r ,  and t w o  c l e rks  a t  $ 5 . 1 7  per h o u r .  

The e n d  of t h e  test-period weekly wages of $3,040 was comprised 

of: f o u r  par t - t ime laborers  at $4.75  per h o u r :  o n e  p a r t - t i m e  

c l e r k  at $4.50 per h o u r ;  one s u p e r i n t e n d e n t  a t  $337 per week; 

o n e  a s s i s t a n t  s u p e r v i s o r  a t  $6 .18  per h o u r ;  two meter readers a t  

$5 .47  per h o u r ;  two laborers a t  $ 5 . 4 7  per h o u r ;  one b o o k k e e p e r  

l1 A g e n e r a l  a t  $5.91 per hour, and t w o  c le rks  a t  $ 5 . 5 6  per h o u r .  

pay raise of 9 percent was granted in J a n u a r y  1982. The 

Commission also requested t h e  basis of t h e  proposed amount  of 

wages and  sa la r ies  to i n c l u d e  for each employee  a job d e s c r i p t i o n ,  

rate of compensation, weekly hour8 worked ,  and j u e t i f i c a t i o n  of 

a n y  wage i n c r e a s e  above t h e  1983 i n c r e a s e  i n  t h e  Consumer's Price 

I n d e x  of 3.6 p e r c e n t ;  however ,  t h i s  I n f o r m a t i o n  waa n o t  

provided,  12 

An a n a l y s i s  of t h e  i n f o r m a t i o n  c o n t a i n e d  i n  t h e  p r e v i o u e  

t w o  paragraphs reveals t h a t  Wages and S a l a r i e s  w e r e  i n c r e a s e d  by 9 

p e r c e n t  i n  1982  a n d  from a minimum of 7.45  p e r c e n t  i n  t h e  case of 

the bookkeeper t o  a maximum of 2 1 . 4  percent i n  t h e  case of t h e  

a s s i s t a n t  s u p e r i n t e n d e n t .  i n  1983. I f  i t  c o u l d  be assumed t h a t  no  

other employees were h i r e d  in a d d i t i o n  t o  t h e  g e n e r a l  m a n a g e r ,  it 

c a n  be assumed t h a t  t h e  proposed amount  of wages and salaries is 

Response  t o  I t e m  No. 1 0 ,  Commiss ion ' a  Second Data Reques t .  

Response to  I t e m  No. 11, Commission's F i r s t  D a t a  R e q u e s t .  
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18.7 p e r c e n t  above test-period wages and salar ies .  However, t h i s  

cannot be assumed from t h e  e v i d e n c e  of record. The e v i d e n c e  shows 

t h a t  t e s t - p e r i o d  pa r t - t ime  labor wages of $20,43413 are no l o n g e r  

b e i n g  paid.  l4 The e v i d e n c e  f u r t h e r  shows t h a t  current part-time 

wages of  a p p r o x i m a t e l y  $12,00015 are funded by a grant from the 

Muhlenberg  County  Government t o  pay for t h e  i n s t a l l a t i o n  of new 

1 ines. l6 F u r t h e r m o r e ,  t h e  e v i d e n c e  s h o w s  t h a t  t h e r e  are currently 

12 permanen t  e m p l o y e e s  i n c l u d i n g  t h e  g e n e r a l  manager. l7 However, 

there is no e v i d e n c e  i n  this case record which  p r o v i d e s  s u f f i c i e n t  

d o c u m e n t a t i o n  of t h e  proposed amount of a n n u a l  wages and s a l a r i e s ,  

Furthermore, the Commiss ion  ie of the o p i n i o n  that the method 

chosen by Muhlenberg  to  s u p p o r t  its proposed a d j u s t m e n t  is 

u n r e l i a b l e  and f l a w e d  because t h e  method does n o t  d e t a i l  t h e  

c h a n g e  i n  pa r t - t ime  labor costs, t h e  c a p i t a l i z a t i o n  of labor  

costs, nor t h e  number of e m p l o y e e s  o n  t h e  p a y r o l l .  

T h e r e  are three a d d i t i o n a l  i s s u e s  of c o n c e r n  to  the 

Commission p e r t a i n i n g  to the proposed amount of wages and 

salaries: 

First, the Commission is concerned w i t h  the h i g h  wage 

increases i n  1982 and 1983 when compared w i t h  t h e  increase i n  the 

Consumer's Price InUex of 3 . 9  p e r c e n t  and 3.6 p e r c e n t  i n  1982 and 

l3 Item No. 2 of Data filed J u n e  2 4 ,  1985. 

l5 Ibid * I  p o  166. 

l6 Ibid., p. 164 .  - 
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1983, respectively. Muhlenberg stated that such wage increases 

were necessary to bring Muhlenberg's wage structure in line with 

that of the county government. The Commission is not fully 

convinced by this argument, as the predominate employer in 

Muhlenberg's area is the coal industry, which is operating at 

substantially less than full capacity, thus creating e large pool 

of experienced unemployed workers. It is the Commission's opinion 

that such a depressed job market would tend to restrain the growth 

of wage rates in a competitive environment. Nevertheless, the 

level of wage rates that existed during the test period does not 

appear excessive, although the Commission admonishes Muhlenberg to 

carefully consider the prudency of any f u t u r e  wage increases. 

Second, the nature of Muhlenberg's wage and salary 

adjustment accounts for events occurring fully a year beyond the 

test period. The Commission is of the opinion that isolated 

adjustments occurring as much as a year beyond the accepted test 

period, without consideration of all other changes which may 

occur, both positive and negative, can materially distort 

projected earnings and result i n  a mismatch between revenuesr 

expenses 2nd capital. An example is the additional salary of the 

new general manager. The new general manager should increase 

coordination between Muhlenberg'e office operatione and field 

operations and should improve the scheduling of and the purchasing 

of material for maintenance, repairs, and system extensions, thus, 

possibly reducing maintenance costs, excessive unaccounted-for 

water, and reduce the need for outside services. H o w e v e r ,  there 

-10- 



were no adjustments to the test period to reflect any such 

economies. 

The final issue of concern to the Commission is the 

proposed expensing of part-time labor hours almost exclusively 

devoted to the installation of new line additions and capital 

additions funded by a grant from the county government. The 

part-time labor hours should not be expensed, but should be 

capitalized, as benefits from the expenditure are derived over a 

considerable time period. Furthermore, the part-time labor is 

funded by a Contribution in Aid of Construction and Muhlenberg has 

no investment in the part-time labor. A s  depreciation expense is 

a return of investment, Muhlenberg is not entitled to depreciation 

expense associated with this item for rate-making purposes. 

# 

Therefore, the Commission denies Muhlenberg s proposed 

adjustment of $41,106 to increase Wages and Salaries on the 

grounds that Muhlenberg has not provided an adequate b a s i s  for the 

adjustment, and that the proposed adjustment creates a mismatch of 

revenues, expenses and capital. Additionally, the Commisslon has 

reduced test-period Wages and Salaries by the amount of part-time 

labor of S 2 0 , 4 3 4  which is no longer being paid. 

Depreciation Expense 

Muhlenberg reported $99,123 annually in test-period 

Depreciation Expense. Muhlenberg proposed an adjustment of 

$27,677 annually for Depreciation Expense for rate-making purposes 

a€ter exclusion of depreciation associated with contributed 
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1 .  

p r o p e r t y  i n  t h e  amount  of $40,149.  l8 The assets s u b j e c t  t o  

d e p r e c i a t i o n  w e r e  c lass i f ied  i n t o  f i v e  d e p r e c i a b l e  categories: 

35-year  u t i l i t y  p l a n t ,  3 -yea r  t r a n s p o r t a t i o n  e q u i p m e n t ,  25 -yea r  

s t r u c t u r e s ,  10 -yea r  pumping e q u i p n e n t ,  and  5 -yea r  other .  

As a l l  u s e f u l  l i v e s  as p r o p o s e d  by Muhlenberg  were shorter 

t h a n  t h e  u s e f u l  l i v e s  as  o u t l i n e d  by t h e  N a t i o n a l  AS80Cia t iOn of 

R e g u l a t o r y  U t i l i t y  Commiss ione r s '  p u b l i c a t i o n  D e p r e c i a t i o n  

P r a c t i c e s  f o r  Small  Water U t i l i t i e s ,  A u g u s t  15, 1979 ,  the 

Commission s o u g h t  a n  e x p l a n a t i o n  of the s h o r t e r  u s e f u l  lives. 

Huhlenbe rg  r e s p o n d e d  t h a t ,  d u e  to  t h e  c o r r o s i v e  n a t u r e  of t h e  

s o i l ,  t h e  asbestos cement  pipe o r i g i n a l l y  i n s t a l l e d  w a 8  r a p i d l y  

d e t e r i o r a t i n g  and  does have  a shor te r  u s e f u l  l i f e .  l9 O t h e r  es t i -  

mates of u s e f u l  l i v e s  w e r e  based o n  I n t e r n a l  Revenue S e r v i c e ' s  

Accelerated C o s t  Recove ry  Sys t em,  2o i n  t h e  case of t r a n s p o r t a t i o n  

e q u i p m e n t ,  o n  a c t u a l  e x p e r i e n c e ,  i n  t h e  case of pumping 

e q u  i p e n t ,  21 o n  l i t t l e  or no  s u b s t a n t i v e  basis for t h e  

remainder . 2 2  

The Commission is of t h e  o p i n i o n  t h a t  t h e  Accelerated C o s t  

Recovery  Sys tem is n o t  a s o u n d  basis f o r  e s t a b l i s h i n g  depreciation 

E x h i b i t  No. 4 ,  Application da ted  D e c e m b e r  1 4 ,  1984.  

l9 Response  to  I t e m  No. 2 ,  Commiss ion ' s  Second Data R e q u e s t .  

T.E., p.  182. 

** Responees to  Item No. 2 and  No. 3, Commiaaion'e First Data 
R e q u e s t ;  Response  to  I t e m  No. 1, Commiss ion ' s  Second Data 
R e q u e s t .  
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rates for rate-making purposes. The Commission is of the opinion 

that the guidelines for depreciation practices as eetablished by 

the National Association of Regulatory Utility Commissioners are 

superior when no other empirical evidence is contrary. The 

Commission is of the opinion that the evidence for shorter useful 

lives of the asbestos cement pipe and the pumping equipment are 

persuasive. 

Therefore, in recognition of shorter useful lives for the 

asbestos cement pipe and the pumping equipment, and utilizing t h e  

established depreciation guidelines, the Commission has determined 

Muhlenberg’s depreciation expense for rate-making purposes to be 

$110,593 as set out in Appendix B to this Order. 

Thus, the Commission has increased test-period reported 

Depreciation Expense by $11,470 annually for rate-making purposes. 

Rate Case Expsnses 

Huhlsnberg proposed an adjustment of $3,768 annually based 

on a 3-year amortization at 12 percent of $9,500 expended for rate 

case expenses. 23 The Commission is of the opinion that a 

substantial portion of the $9,500 rate case expenses is 

attributable to Case No. 9019, which the Commission d i s m i s s e d  by 

ita Order of January 28, 1985. Furthermore ,  the Commission can 

find no evidence of record which shows that debt was incurred to 

fund the rate case expenses. The Commission feels that the 

maximum portion of rate case expense attributable to this case is 
50 percent. TheroLoro, barred on CI 50 parcunt allocation and a 

’’ Exhibit No. 16 of Application, December 14, 1984. 

-13- 



3-year amortization without interest, t h e  Commission has 

determined $1,583 to be a reasonable amount of rate case expense 

for rate-making purposes. 

Late Filed Adjustments 

At the hearing, Huhlenberg proposed additional adjustments. 

Those not discussed elsewhere in this Order are an adjustment of 

$2,898 annually to increase FICA taxes, and an adjustment of 

$2,569 annually to increase retirement costs. Both adjustments 

were based on the proposed increase of $41,106 annually in Wages 

and Salaries . 24 

As the proposed increase in these costs is  directly 

associated with the amount of Wages and Salaries denied earlier 

herein, the Commission reiterates that these adjustments are too 

far beyond the accepted test period,  create a mismatch of 

revenues, expenses, and capital, and, furthermore, are not 

a u f f  iciently documented to include for rate-making purposes. 

Thus, the Commission denies the proposed increase in FICA and 

retirement expenses. Additionally, the Commission has reduced 

FICA taxes by $1,369 annually to be consistent with the 

disallowance for rate-making purposes of the part-time labor 

denied elsewhere herein. 

Therefore, te8t-periOd operations have been adjusted to 

produce the following reeultsr 

24  Hevised Exhibit No. 15 of June 24, 1985. 
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A d j u s t m e n t s  
R e p o r t e d  to  Ad j u s  t e d  

T e s t  P e r i o d  T e s t  P e r i o d  T e s t  Period 

T o t a l  O p e r a t i n g  Revenues  $ 661,474 $ 1 3 3 , 4 2 5  $ 7 9 4 , 8 9 9  
Tota l  O p e r a t i n g  Expenses  (665,191) < 37 ,957)  <683 ,148>  
O p e r a t i n g  Income $ 16,283 $ 9 5 , 4 6 8  $ 111,751 

Water Loss D e m o n s t r a t i o n  Project 

Muhlenberg p r o p o s e d ,  u n d e r  t h e  Commiss ion ' s  Water Loss 

D e m o n s t r a t i o n  P r o j e c t ,  to  i n c l u d e  1 0 0  percent recapture of i ts  

excessive water loss p l u s  a n  a d d i t i o n a l  $19 ,000  a n n u a l l y  f o r  l e a k  

d e t e c t i o n  and repair .  25  Muhlenberg  expended  a p p r o x i m a t e l y  $10,000 

for mapping and  leak d e t e c t i o n  d u r i n g  1984. 26  M u h l e n b e r g ' s  most 

r e c e n t  u n a c c o u n t e d - f o r  water  is 2 0 . 7  p e r c e n t .  27 

Based o n  t h e  recGrd as s u b m i t t e d ,  t h e  Commission is of t h e  

o p i n i o n  t h a t  t h e  p r o p o s e d  $19 ,000  a d j u s t m e n t  l a c k s  s u f f i c i e n t  

d o c u m e n t a t i o n  to  be I n c l u d e d  i n  t h e  Water Lass D e m o n s t r a t i o n  

P r o j e c t .  However, t h e  C o m m i s s i o n  d o e s  feel t h a t  Muhlenberg  is 

e n t i t l e d  t o  r e c a p t u r e ,  o v e r  a 3 -yea r  p e r i o d ,  t h e  amount  expended  

i n  good f a i t h  for mapping and l e a k  d e t e c t i o n  d u r i n g  1984 .  F o r  t h e  

e x c e s s i v e  5 . 7  p e r c e n t  u n a c c o u n t e d - f o r  water n o t  a l l o w e d  f o r  

r a t e -mak ing  purposes  as  a cost  of service u n d e r  t h e  P u r c h a s e d  

Water S e c t i o n  e l s e w h e r e  i n  t h i s  O r d e r ,  Muhlenberg  is e n t i t l e d  to 

a n  a d d i t i o n a l  $22,000 a n n u a l l y  u n d e r  t h e  c o n d i t i o n s  of t h e  Water 

Loss D e m o n s t r a t i o n  P r o j e c t .  

25 E x h i b i t  No. 15 of A p p l i c a t i o n  d a t e d  December 1 4 ,  1984.  

26 T.E., p. 35.  

27 I t e m  No. 3 of D a t a  f i l e d  J u n e  2 4 ,  1985.  
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Thus ,  t h e  Commission h a s  i n c r e a s e d  H u h l e n b e r g ' s  r e v e n u e  

r e q u i r e m e n t  by $25,333 a n n u a l l y ,  to  be appl ied as a s u r c h a r g e  for 

no  l o n g e r  t h a n  3 y e a r s .  Muh lenbe rg ,  u n d e r  t h e  c o n d i t i o n s  of t h e  

Water Loss D e m o n s t r a t i o n  Project,  m u s t  a c c o u n t  f o r  a l l  m o n i e s  

r e c e i v e d  and expended  on a q u a r t e r l y  b a s i s  to r e d u c e  its e x c e s s i v e  

u n a c c o u n t e d - f o r  water. A s  soon as it becomes p o s s i b l e ,  Muhlenberg  

s h o u l d  i d e n t i f y  t h e  s o u r c e s  of t h e  e x c e s s i v e  u n a c c o u n t e d - f o r  

water, estimate or p r i o r i t i z e  t h e  amount  of water loss  f rom e a c h  

s o u r c e ,  and  s u b m i t  t o  t h e  Commission a d e t a i l e d  p l a n  to  i n c l u d e  a 

t i m e  s c h e d u l e  and  targeted r e s u l t s .  F u r t h e r m o r e ,  as p a r t  of t h e  

Water Loss D e m o n s t r a t i o n  P r o j e c t ,  Muhlenberg  is s u b j e c t  t o  rate 

d e s i g n  r e s t r i c t i o n s  d i s c u s s e d  e l s e w h e r e  i n  t h i s  O r d e r .  

REVENUE REQUIREMENTS 

Muhlenberg  has a n  a v e r a g e  d e b t  s e r v i c e  o b l i g a t i o n  of 

$179#065  f r o m  1985 t h r o u g h  1989.  The Commission is of t h e  o p i n i o n  

t h a t  t he  a d j u s t e d  o p e r a t i n g  income of $114,427 is i n a d e q u a t e  t o  

meet M u h l e n b e r g ' s  debt  s e r v i c e  o b l i g a t i o n s  a n d  its o p e r a t i n g  

expenses in a t i m e l y  manner  and h a s  d e t e r m i n e d  M u h l e n b e r g ' s  

i n c r e a s e  i n  o p e r a t i n g  r e v e n u e s  as f o l l o w s :  

A d j u s t e d  O p e r a t i n g  Expenses  
Average  Debt S e r v i c e  
20 P e r c e n t  Coverage  
Water Loss D e m o n s t r a t i o n  P r o j e c t  S u r c h a r g e  

A d j u s t e d  I n t e r i m  Revenues  
O t h e r  Income 
Revenues R e q u i r e d  a b o v e  I n t e r i m  Revenues  

$ 683 ,148  
1 7 9 r 0 6 5  
35,813 
25;333 

S 923,359 

< 36,713)  
.$ 91 ,747  

The Commission is of t h e  o p i n i o n  t h a t  an increase i n  

Wuhlenberg 'e  a n n u a l  r e v e n u e s  of $91 ,747  a b o v e  I n t e r i m  r e v e n u e s  

p r e v i o u r l y  g r a n t e d  will allow Muhlenberg to service i t a  d e b t ,  to 
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meet i t s  o p e r a t i n g  e x p e n s e s ,  to  p a r t i c i p a t e  m e a n i n g f u l l y  i n  the 

Water Loss D e m o n s t r a t i o n  P r o j e c t ,  a n d  will permi t  a r e a s o n a b l e  

s u r p l u s  for e q u i t y  growth. 

RATE DESIGN 

Muhlenbe rg  proposed to  e s t a b l i s h  a separate g a l l o n a g e  

a l l o w a n c e  a n d  minimum b i l l  t o  be c h a r g e d  t o  e a c h  s i z e  connection. 

The Commission is of t h e  op in ion  t h a t  a minimum usage a l l o w a n c e  

and a minimum charge for  t h e  various size c o n n e c t i o n s  based on 

c a p a c i t y  flow is f a i r ,  j u s t ,  and reasonable and should be 

approved. 

Muhlenbe rg  p r e s e n t l y  s e r v e s  f i v e  t r a i l e r  p a r k s  and proposed 

to e s t a b l i s h  a minimum gallonage allowance for each t ra i le r  park 

based o n  t h e  number of pads i n  each park  t i m e s  t h e  r e s i d e n t i a l  

minimum of 2 , 0 0 0  gal lons .  Each t r a i l e r  park would be charged a 

minimum bill based o n  t h e  number of t r a i l e r  pads times t h e  

r e s i d e n t i a l  minlmum b i l l .  The r e m a i n i n g  usage would be c h a r g e d  a t  

t h e  r e s i d e n t i a l  ra tes  b e g i n n i n g  i n  t h e  r a t e  block d e t e r m i n e d  b y  

t h e  minimum g a l l o n a g e  a l l o w a n c e .  

The Commiss ion  h a s  d e n i e d  t h i s  proposal based o n  t e s t i m o n y  

a t  t h e  h e a r i n g  w h i c h  i n d i c a t e d  t h a t  t h e  t ra i le r  park  owners 

i n s t a l l e d  a n d  m a i n t a i n  the l i n e s  beyond  t h e  master meter w i t h i n  

t h e  t ra i le r  pa rks .  S i n c e  Muhlenbe rg  does n o t  i n c u r  a n y  costs 

associated w i t h  m a i n t a i n i n g  the l i n e s  w i t h i n  t h e  t r a i l e r  p a r k s  the 

Commieeion is of the o p i n i o n  t h a t  t h e  proposed minimum bills for 

each t r a i l e r  p a d  s h o u l d  be d e n i e d .  
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FINDINGS AND ORDERS 

1. Muhlenberg's proposed rates are unfair, unjust and 

unreasonable in that they produce revenues in excess of those 

found reasonable herein. 

2. The rates and charges i n  Appendix A will produce 

operating revenues of $886,646 annually and are fair, j u s t  and 

reasonable rates In t h a t  they will produce revenues sufficient, 

when considering other income, to permit Muhlenberg to pay its 

operating expenses, service its debt, participate meaningfully in 

the Water Loss Demonstration Project, and provide a reasonable 

surplus . 
3. Muhlenberg should account for all monies received and 

expended under the terms of t h e  Water Loss Demonstration Project 

on a quarterly basis, and should submit a report of sa id  

accounting within 45 days of the  close of a calendar quarter. 

4. Muhlenberg should identify the sources of the excessive 

unaccounted-€or water , estimate or prioritize the amount of water 
loss from each source, and submit to the the Commission a detailed 

plan to reduce its excessive unaccounted-for water within 30 day8 

from t h e  date of t h i s  Order. 

S. The duration of Muhlenberg's participation i n  the Water 

Loss Demonstration Project should be no longer than 3 years. 

6. Muhlenberg's proposal to establish B separate gallonage 

allowance and minlmum bill to be charged to each size connection 

should be approved. 
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7. Wuhlenberg's proposal to establish a minimum gallonage 

allowance and minimurn bill for each trailer park, based on the 
number of pads within the park, should be denied. 

IT IS THEREFORE ORDERED that Muhlenberg's proposed rates as 

set forth in its application be and they hereby are denied. 

IT IS FURTHER ORDERED that the rates and charges in 

Appendix A are fair, just and reasonable for water sorvice 

rendered on and after the date of this Order. 

IT IS FURTHER ORDERED that Muhlenberg shall account €or all 

monies received and expended under the terms of the Water L o s s  

Demonstration Project on a quarterly b a s i s  and shall submit a 

report of said accounting within 45 days of the close of each 

calendar quarter. 

IT IS FURTHER ORDERED that Muhlenberg shall identify the 

sources of the excessive unaccounted-for water, estimate or prior- 

itize the amount of water loss from each source, and submit to t h e  

Commission a detailed plan to reduce its excessive unaccounted-for 

water to include a time schedule and target results within 30 days 

from the date of this Order. 

IT IS FURTHER ORDERED that the duration of Huhlenberg's 

participation in the Water Loss Demonstration Project shall be no 

longer than 3 years. 
I T  IS FURTHER ORDERED that Muhlsnberg'a proposal to 

establish a separate gal lonage allowance and minimum bill to be 

charged to each size connection be and it hereby Is approved as 

set out in Appendix A of this Order. 
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IT IS FURTHER ORDERED t h a t  Muhlenberg's proposal to 

e s t a b l i s h  a minimum gallonage allowance and minimum bill for each  

tra i ler  park based  on the  number of pads w i t h i n  the  park be  and I t  

hereby is denied. 

I T  IS  FURTHER ORDERED t h a t  w i t h i n  30  days f r o m  t h e  d a t e  of 

this Order Huhlenberg shall file with t h i s  Commission ita r e v i s e d  

t a r i f f  sheets s e t t i n g  out t h e  r a t e s  for water s e r v i c e  approved 

herein. 

Done a t  F r a n k f o r t ,  Kentucky, t h i s  9th day of Octoba, 1985. 

PUBLIC SERVICE COMMISSION 

/L.kLe&.LL Chairman 

ATTEST; 

se cr e t a  ry 



APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 9262 N T E D  m m  9 ,  1985 

The following rates and  charges are prescribed for t h e  

customers i n  the area served by Muhlenbe rg  County Water D i s t r i c t .  

A l l  other rates and c h a r g e s  not s p e c i f i c a l l y  m e n t i o n e d  h e r e i n  

s h a l l  r e m a i n  t h e  same as those i n  effect  u n d e r  a u t h o r i t y  of t h i s  

Commission pr ior  to t h e  e f f e c t i v e  date of this Order. 

RATESr Monthly 

F i r s t  2 , 0 0 0  g a l l o n s  
Next 8 , 0 0 0  gallons 
Next  10,000 gallons 
Next 30,000 g a l l o n s  
Over 5 0 , 0 0 0  g a l l o n s  

$ 7.43 Minimum Bill 
3.40 per 1,000 g a l l o n s  
2.96 per  1,000 gallons 
2 . 4 3  per 1,000 gallons 
1.68 per 1,000 g a l l o n s  

Minimum C h a r q e s :  All m e t e r e d  c u s t o m e r s  s h a l l  pay a minimum charge 

based on t h e  s i z e  of m e t e r  i n s t a l l e d .  Such minimum charce w i l l  

e n t i t l e  the customer to  as much water as t h e  c h a r g e  will pay for 

at t h e  s c h e d u l e d  meter rates. Water used i n  excess of such amount  

w i l l  be b i l l e d  a t  t h e  meter ra te  s c h e d u l e .  

C o n n e c t i o n  - Size G a l l o n s  Minimum Charqe  

S/8 x 3/4 - Inch C o n n e c t i o n  2 , 0 0 0  $ 7.43  
1 - I n c h  C o n n e c t i o n  5 , 0 0 0  17.63 
2 - Inch Connection 16,000 52.39 
3 - I n c h  C o n n e c t i o n  30,000 88.53 

6 - Inch C o n n e c t i o n  100,000 221.13 
4 - I n c h  C o n n e c t i o n  5 0 , 0 0 0  137.13 



Wholesale Rates 

Drakesboro 

Muhlenberg County Water 
District No. 1 .  

$ 1.32 per 1,000 gallons 

1 . 3 2  per 1 ,000  g a l l o n s  

Water Lass Demonstration Project 
Surcharge $ 0 . 6 0  per b i l l  * 
* The water loss demonstra t ion  project surcharge  s h a l l  remain i n  

effect for a p e r i o d  n o t  to e x c e e d  3 years from t h e  d a t e  of t h i s  

Order . 



APPENDIX B 

APPENDIX TO AN ORDER OF THE PUBLIC SER I C E  COMMISSION IN 
CASE NO. 9262 ,  DATED O C T O B E R g ,  1985  

D e p r e c i a t i o n  
u t i l i t y  P l a n t  i n  S e r v i c e  $4 ,249 ,427  
Contributions i n  A i d  of 

Cons t r u c  t ion <1,405,231> 
$2 ,844 ,196  
X 36% Portion Asbestos Cement P i p e  

2 0 - ~ e a r  U s e f u l  L i f e  

P o r t i o n  P l a s t i c  P i p e  

Asbestos Cement P i p e  $1 ,023 ,  103 
X 05  

$ 51,155 
$2 ,844 ,196 
X 64% 

$1 ,820 ,285  C a p i t a l i z e d  I t e m s  3,292 
$1 r 8  23,577 

63-year  U s e f u l  L i f e  ( m i d p o i n t )  X -0158 

O f f i c e  F u r n i t u r e  $ 21,050 
28 ,813  

C a p i t a l i z e d  Items 1,137 
$ 22,187 

22-Year U s e f u l  L i f e  ( l o w  p o i n t )  X ,045  
1,008 

T r a n s p o r t a t i o n  
Equipment  

5-Year U s e f u l  L i f e  ( l o w  
p o i n t )  

P o w e r  O p e r a t i o n  
Equ i p e n t  

15-Year U s e f u l  Life 
(high p o i n t )  

Communication 
Equipment  

10-Year U s e f u l  Life 
( m i d p o i n t  ) 

Misce l l aneous  
Proposed  5-Year 

u s e f u l  L i f e  

S t r u e  t u r e  s 
40-Year Useful L i f e  

(upper p o i n t )  

Pumping Equipment  
Proposed 1 0 - Y e a r  Life 

$ 23,092 

X . 2  

$ 17 ,818  

X - 0 6 7  

$ 11 ,202  

X .1 

$ 6 06 

X 02 

$122,157 

X , 0 2 5  

$184 t 230 
10,936 

$ 195,166 

4 ,618  

i , i e s  

1 , 1 2 0  

121 

3 , 0 5 4  

19,516 

$ 110,593 

X .1 

Depreciation Expense 


